KBF 

m m m s 


Chapter2 


Planning and risk assessment 


Chapter Contents 


KBF 

«it* w a 


1. Overview diagram 

2. Obtaining and accepting 
audit engagements 

3. Objective and general 
principles of audit 
planning 

4. Planning an audit 

5. Understanding the entity 
and its environment 

fr. Assessing the risks of 
material misstatements 


7^ Materiality, fraud, laws 
and regulations 

8. Analytical procedures 

9. Interim and final audits 

10. Audit documentation 




CREATING GREAT OUTCOMES 




1 
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Obtaining and accepting audit 
engagements 
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2.1 Requirements of professional ethics in relation to the 
acceptance /continuance of audit engagements 
• ISA 210 Agreeing the Terms of Audit Engagements 


• Processes the auditor should perform: 

(i) Whether the “preconditions” are present 

(ii) Agreement of audit terms in an engagement letter 

/!i!\ Da/m 

(m) Recurring audits ,mmi- 

(iv) Changes in engagement terms 
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Obtaining engagements 

• Direct client request 

• Advertising 


IrPllSBIii shareholder 
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■ Tendering: several audit firms to bid for the client 

Issues to consider 


• Preconditions for an audit 

• Management integrity 

• Money laundering (client due 
diligence) 

• Risks 

• Reputation of the client 


Independence and objectivity 
Professional competence 
Resources 
Fees 
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Preconditions for an audit 
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Financial reporting framework is acceptable 

Management acknowledges and understands its 
responsibilities for the following: 



«S)s;SiA#ms»«Sf{I 

• preparing FS in accordance with the acceptable financial 
reporting framework siAfKisssjgBsiiiwjfffi ■ 

• internal control necessary for the preparation of FS to 
be free from material misstatement mmmmz m tnm pm 

• providing auditor with access to information for the 
audit and access to staff to obtain evidence 
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Preconditions for an audit 



Preconditions not present 
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If the preconditions for an audit are not present, the 


and should not accept the engagement u njess required 
to do s o by law or reg ulatio n. 
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2.3 Engagement letter 


Purpose 






• Define clearly the extent of the auditor's responsibilities and so 
minimize the possibility of any misunderstandings between the 


client and the auditors; 




Provide written confumatign of the auditors' acceptance of the 


appointment, 




Set out the terms and_ conditions of the engagement 


US®*# 
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Engagement letter 
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The letter will be sent before the audit commences 

It should be reviewed_ every yeqr_ to ensure that it is up to date 
but does not need to be reissued every year unless there are 
changes to the terms of the engagement. The auditor must 
issue a new engagement letter if the scope or context of the 
assignment changes after initial appointment. 


ISA 210 requires the auditor to consider whether there is a 
need to remind the entity of the existing terms of the audit 
engagement for recurring audits and many firms choose to 
send a new letter every year, to emphasis its importance to 

rlipntS 1.Ownership : 

U//C//CO. 2 . scape , 

3. Audit review 7 » 

- mm 
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Engagement letter 


objective:^#^^^^^j^ifiIE|g » : scope: ^if?£H ’ 

> The objective and scope of the audit of financial statements 

> Management's responsibility for the financial statements and for 
maintaining effective internal control 

> Auditor's responsibilities 

> Provision of access to whatever records , documentation and other 
information requested in connection with the audit. 

> Arrangements for planning the audit 

> Agreement of management to provide a letter of representation 

> Description of any other letters or reports t he auditor expects to 

iSSUe tO the client any other ^management letter/ fee letter H 

> Basis on which fees are computed and any billing arrangements 
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^ Formal 

F: Fees 

O: Objective and scope 

R: Report (Form + 
context) 

M: Management + 

Auditor’s 

responsibility 

A: Applicable 

^ L: Limit liability _ 


KBF 

IK tf 0!* & 


Engagement 

letter 
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Practice 
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June 2015 


Is the following statement true or false? 

A significant change in the ownership of an existing audit client is a factor which makes it appropriate for the auditor 
to review the terms of engagement. 

A True 
B False 


(1 mark) 


Right: A 
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Dec 2015 Q2 


ISA 210 Agreeing the Terms of Audit Engagements requires auditors to agree the terms of an engagement with those 
charged with governance and formalise these in an engagement letter. 

Required: 

(a) Identify and explain TWO factors which would indicate that an engagement letter for an existing audit client 

should be revised. (2 marks) 

(b) List SIX matters which should be included within an audit engagement letter. (3 marks) 
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Homework 


Question bank 

(1) Salt&Pepper Co (P5) 

(2) Currant&Co (P7) 

(3) Sycamore Co(P9) 
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2.4 Quality control 


KBF 

fitSMS 


The firm has an obligation to establish a system of quality 


control to ensure the firm complies with professional standards 
and reports issued are appropriate in the circumstances. 


ISA 


ISA 220 
Quality Control 
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2.4 Quality control procedures 
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ISA 220 Quality control for an audit of financial 
statements 

• Audit engagement partners should ensure that 
audit work is planned, directed, supervised and 
reviewed in a manner that provides reasonable 
assurance that the work has been performed in a 
competent manner. 

: i+fJ II# MM 
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Leadership 


Engagement partner takes overall responsibility for the 
overall quality 




& 


Compliance with ethical requirements 


Appropriate acceptance and continuance procedures have been performed 

Appropriate competence and capabilities 

Sufficient and appropriate evidences have been obtained 


ISA 220 
Quality Control 
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2.4 Quality control procedures 
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Direction 

• The engagement team should be directed by the 
engagement partner, 

• Engagement planning meeting should be 
undertaken! 

> Their responsibilities mmm-'rjjrmi-. 

> The objectives of the work they are to perform 

> The nature of the client’s business and any 
significant issues for the year Mirmzr 

> How to deal with any problems that may arise 

> The detailed approach to the performance of the 
audit 


CREATING GREAT OUTCOMES 
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Supervision 

> Supervision should be continuous during the 
engagement. 

> To ensure members are carrying out their work m 

accordance with the plan 

> Significant matters should be brought into attention 

> Documentation should be made of key decisions 
made during the audit engagement. 

flsnes 
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2.4 Quality control procedures 
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Review •fe’&cgz 

> All audit work should be reviewed by a more 
senior audit staff member. 

> The engagement partner should carry out an 
overall review of the working papers. 

A if Am 

> Hot review must be finished before the audit report. 

Hot review: -f^ilE^C—■ffr^iffinequality 

> The firm should evaluate its system of quality 
control, including a periodic inspection of a 
selection of completed enqaqements. (cold review) 

cold review^ g^^t£if 
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